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CHAPTER I 
 
 
 
INTRODUCTION 
 
 
 
1.1 Introduction 
 
  The New Economic Policy (NEP) to restructure the Malaysian economy 
introduced in the 1970s had a positive effect on improving the property market sector. 
Acting as a catalyst to help the recovery of the property market sector, provisions in 
the NEP allowed active participation by both foreign and local property investors. The 
periods from early 1990s until mid-1997 showed a growth of 8.0 percent per annum. 
 
In late 1997, the rate of economic slowdown accelerated due to the financial 
crisis in the Far East. In 1998, the gross domestic product (GDP) indicated a negative 
rate of growth of between 2.8 to 6.8 percent while the economic growth had fallen to 
about 7.4 percent. This negative growth rate indicated that Malaysia was facing a 
financial meltdown in the economy and property market as a whole. 
 
According to Bank Negara Malaysia (1998), the Malaysian Gross Domestic 
Product showed a decrease of 6.1 percent in 1997 that influenced a drop of 26.5 
percent of aggregate demand. As a result, inflation rate rose to 5.3 percent whereas 
employment rate dropped by 3.4 percent. It was even more drastic when the foreign 
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exchange rate dropped by 40 percent and the construction sector also dropped by 24.5 
percent in 1998 (Bank Negara Malaysia Annual Report, 1998). 
 
However, due to the government's relentless effort to improve the economic 
situation, the GDP grew by about 5 percent in 2001. 
 
More specifically, the government has taken steps to regulate the formal 
measures either financially or fiscally by establishing the National Economic 
Action Council (NEAC) in 1999 to propose plans in improving the economy 
institutionally. Steps taken by NEAC including the proposal to stabilize the value 
of the Ringgit Malaysia (RM), to reestablish confidence of the market, to stabilize 
the financial of the market, to strengthening the fundamentals of economy, to 
continue the socio-economic and equinity agenda and to improve the weakened 
sectors within the economy.  
 
By doing so, the NEAC has taken radical approaches such as to improve the 
credit control in the foreign exchange in order to stabilize the ringgit. In addition, the 
Central Bank has imposed control on foreign capital to restrict the outflow. Moreover, 
the Central Bank has injected about RM34 billion into the banking sector in order to 
improve the low interest rate in 1997. 
 
In 1998, the government established `Danaharta', the Asset Management Fund 
Agency, to take over non-performing loans from the banking system. At the same 
time, the capital of management fund agency was set up to inject funds into the 
banking system. Apart from these measures, the Corporate Debt Restructuring 
Committee (CDRC) was set up to restructure the banking system. 
 
The government took steps to improve the property slump in the property sector 
by establishing the National Property Information Centre (NAPIC) to provide up-to-
date and accurate information on property. Among its purposes, the NAPIC was 
established to avoid the occurrences of oversupply in the property market. 
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Therefore, the economic measures such as fiscal and legal exemptions, 
incentives and restrictions also affect land development and property investment 
decisions. In early 1984, for example, a restriction on foreign land ownership was 
imposed on the National Land Code (1965) due to an influx of overseas purchasers in 
certain urban areas (The Star Metro, 16 August, 2002). The restriction was imposed on 
certain types of property and a levy was chargeable for certain residential property. 
However, the restrictions were repealed in 1987 during the recession and, were 
amended again in 1991 when the economy recovered. 
 
Due to the financial crisis in mid-1997, the levies on residential properties were 
lifted again to boost the confidence of foreign and local investors in the property 
market (Property Market Report, 1998). 
 
Similarly, as observed in the period from 1991 to mid-1997, the lending 
regulations have played an important role in pushing up the cost of borrowing for land 
developers and property borrowers. The aim was to restrict land development 
activities and to avoid an oversupply of properties in the market. 
 
The control on credit facilities and financial crisis were responsible for the 
slowing down of construction activities since mid-1997 (Property Market Report, 
1998). The government reviewed the existing financial and legal conditions imposed 
on land developers and provided incentives to improve the property sector despite the 
economic recession (Property Market Report, 1999). 
 
As a result, these measures indicated positive signs of economic growth and a 
recovery of the property sectors in 2000. This highlights the relationship between 
economic indicators and real estate development activities. 
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1.2    Problem Statement 
 
It seems obvious that researches concerning real estates in this country are 
scarcely done by individuals, except those done by government departments, such as 
JPPH, NAPIC and departments of Real Estate Management in local universities. 
 
In this study, therefore the investigation focused on market research on profit-
oriented companies that is, developers and Real Estate agents. These companies often 
overlook the effect and the consequences of the whole market economy on the real 
estate market. There is also a lack of detailed analysis of the situation in the annual 
reports from Bank Negara (Annual Report) or JPPH (Property Market Report). Thus 
this research was undertaken to provide a more detailed analysis of the situation in the 
report from government departments. 
 
 
 
1.3    Research Objective 
The following are the objectives of this study 
1.   to establish the relationship between macro economy and real estate  
market and to understand how several factors mutually influenced these 
two sectors 
 
2.   to determine the macroeconomic variables that will most influence the 
commercial property market 
 
3. to create an "ideal" model by combining several macroeconomic factors 
which determined commercial property transaction 
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1.4 Scope Of  Study 
In order to achieve the research objectives, this study focused on 
providing in-depth understanding of the property market situation. The scope 
of the study is as follows: 
     1.  the research focused on recognizing the factors that will most affect the real 
estate market in Malaysia. This is done by combining several macroeconomic 
variables. 
     2.  several macroeconomic variables from 1997-2003 (7 years) were 
determined and examined.  
     3.  data used in this study were mainly those collected in Malaysia in the 
period from 1997 through to 2003. 
 
 
 
1.5    The Importance of Study 
 
The aim of the study was to reinforce the market study of the real estate market, 
which is seldom done by the Malaysian government. Therefore, findings from this 
research would give a better understanding of the current real estate market situation. 
 
Newspaper journalists, real estate agents and developers do conduct their own 
market research on real estate and the economy and their relationship with the 
macroeconomic performance. However, insufficient and undefined data variables and 
research without the use of appropriate tools such as hedonic and regression models 
might have rendered their research findings inconclusive. In addition, these studies 
depended mostly on researches in or findings from developed countries. Since the 
situation in each county varies, too much dependence on these findings will not assist 
us in evaluating or observing our own situation and environment. 
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This study also aimed to assist developers, investors and purchasers in predicting 
the most appropriate time to enter the real estate market. Macro economic situation 
plays an important role in real estate marketing strategies. Any changes in macro 
economic situation will result in a significant effect on real estate performance. 
 
It is hoped that findings from this study will increase the awareness among 
Malaysians of the factors that affect Malaysia's real estate scenario. Since the purchase 
of real estate has been the largest form of investment/expenditure from most 
Malaysians, it is hoped that this study would provide a detailed source of reference for 
their decisions on real estate investments/expenditure. 
 
   
 
1.5 Methodology 
 
This study involved analysis of secondary data on several macro economic 
variables such as mortgage interest rate, gross domestic products, population size, 
income per capita, average property price and average age of population and other 
variables. 
 
Data for the research were mostly obtained from the internet, property market 
report, data published by the Ministry of Finance, Department of Statistics Malaysia, 
Bank Negara, newspaper archives, journals, book and other sources. 
 
Data were collected, compiled and analysed. Correlation and regression 
models (non-linear models) were used to analyse the data. Conclusions and summary 
of the factors that affect the commercial property transaction were drawn from the 
findings and generated equations. 
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Figure 1.1   Methodology study flow chart 
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1. Objective 
2. Importance Of Study 
3. Scope 
4. Limitation 
5. Methodology Of Study
Issues And Problems 
 
1. Aim to study the commercial property 
movement trend and find out the 
macroeconomic  factor that affected 
the demand of the commercial 
property transaction. 
2. Aim by statistical tools, correlation & 
regression analysis will carry out to 
analyse the macroeconomic variables.
Theoretical Research 
 
1. Supply and demand 
2. The function of government in macro economy
3. The circular flow of income and product 
4. Measuring national income and product 
5. Real estate cycle 
6. Correlation & regression analysis 
Data Collection (Secondary data)
Study Analysis 
1. Determination of macroeconomic variables 
2. Graph analysis (Observation of graph and giving 
subjective view) 
3. Correlation & regression analysis (Statistical tools 
and giving objective view) 
Conclusion and Recommendation
References 
1. Books 
2. Journals 
3. Magazines 
4. Newspapers 
5. Internet 
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1.7 The Limitation Of  Study 
 
The limitations of the study are as follows 
 
1.    selection of the most influential macro economic variables on the real 
estate   situation had to be done to reduce the difficulty level of the research 
        2.    various types of properties (besides commercial property) were not 
discussed in this study, such as residential, industrial, land and others were 
considered as "other properties" 
3.    since the supply is determined by developers, only the demand for 
property was analysed  
4.    data for this research was limited to those from 1997-2003 only. It is 
recommended that to obtain a more comprehensive overview of the situation 
data from 1957 should be analaysed. 
 
 
 
1.8 Assumption 
 
The assumptions of the study included the following 
 1.    All data acquired from secondary resources were considered true. 
 2.    The variables excluded in this study were considered unimportant and 
thus have no effect upon the real estate market. 
3.    Malaysia was considered as a whole body of research, that is, no 
subdividing into different states was done for this study. 
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1.9 Outline Of  Report  
 
Chapter one (1) describes the Problem Statement, Research Objective, Scope 
of study, limitation of study and assumptions of study. Literature review in chapter 
two (2)describes the macro economy, and also real estate cycle. Commercial property 
transaction trend and analysis of factor influencing transaction in chapter three (3) 
provides the data for analyses. For a subjective view, factors that influence the 
movement of the commercial property transaction is determined. Analysis in 
determination of macro economic factors known as in chapter four (4) 
discusses the macro economic factors that influence the commercial property 
transaction by applying the Correlation and Regression analysis. Then, the equation 
was generated when the relation between number of commercial property transacted 
and the macro economy variables was made. Finally, the model used to forecast the 
number of commercial property transaction between years 2004 to 2006 was created. 
Finally, conclusion and recommendation in chapter five (5) provides an overall 
summary of this research and some recommendations. 
. 
 
